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SAFEGUARDS TO IMPROVE THE ADMINISTRATION OF THECffICE<JTI£SECRETARV
INTERSTATE ACCESS TARIFF AND REVENUE DISTRIBUTION PROCESSES

In the spring of 1989, the Federal Communications Commission ("FCC" or
"Commission") commenced a survey audit of the National Exchange Carrier Association,
Inc. ("NECA"). This audit focused on the settlement process and certain adjustments to
the Common Line Pool during the last quarter of 1988. On November 9, 1990, in
response to the audit's findings that certain improper pool reporting transactions had taken
place, the Commission issued four Notices of Apparent Liability to individual Bell
Operating Companies and a letter to the NECA Board of Oirectors. Pursuant to FCC
directives, NECA hired an independent auditor, Em.t & Young (E&Y) to review certain
Common Line Pool adjustments for 1988 and 1989 and to recommend safeguards to
prevent future occurrences of improper transactions.

On December 9, 1991, NECA filecl two detltled~ with the FCC. The first was
an E&Y report which evaluated the aforementioned SubMt I Common Line Pool
adjustments. The second WI' an E&Y report on edditional safeguards that could be
implemented, as _f1 • NECA responsei to ...... reoommencMtionI. Aa NECA Chai,.",."
Ware stated in hi. December 9, 1991, letter to the Commission, "E&Y noted that
substantial changes in NECA's pooling environment and operations have occurred since
the Common Line Pool became voluntary in April 1919, W that a number of important
safeguards have evolved as a re.ult of the.. ch8nge•."

NECA's respon.. to the Safeguard. Report showed that it had voluntarily taken
several initiatives to retpOnCI to Commillion conc:em. prior to the issuance of the E&Y
report. For example, NECA otuined the~ waivers to conduct an election of two
"outside" directors for its 1912 Board a'1d to allow theM directors to participete in the
Board pooling committees. Two outside directors J*ticipate in the critical Universal
Service/LifelineB~ Committ... In addition, NECA fonMltized its requirements for the
creation and ongoing oper1Ition of Ioerd subccmmitt_, by reviling it. By-laws. Explicit
statements of NECA 80Ird InCI stiff~Iitiesfor compIi8nCe with Commission rules
have been adopted. R4IOII1tIy, the NECA Board adopted an open outside director election
and nomination procell.

OnF~ 11, 1., the CommiMion ,.,•••td a Notice of Propoled Rulemaking
("NPRM") to improve NlCA's adminiltr8tive procet_. In the NPRM, the FCC
acknowteclgect NECA's significant procedural imprc)vef'f*1ts since the beginning of the
audit. According to the FCC, the propoled~ would enable NECA to add to its
record of achievement in adminit*ing the int...... access tariff and revenue distribution
processes.

In comments filed on April 14, 1993, NECA demonstr Ilted ttwt its procedures ensure
compliance with Commission rules. Exchange caniers, consultants, and associations,
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including the National Association of Regulatory Utility Commissioners (NARUC),
supported NECA's excellent record in reply comments filed on May 14, 1993. The majority
of commenting parties concur with NECA's proposals.

The following outline identifies the principal issues raised in the NPRM and what
the record reflects regarding the proposed additional NECA safeguards.

I. NECA'S BOARD OF DIRECTORS

A. '"elution of 0utI1dt Pfmtor" on HICA', IIIaI

1. The propoMI to amend Section 89.602 of the Commission's rules to
add two (2) outside directors permanently to the NECA Board should
be adopted.

a. NECA first edded two (2) outside directors to its Board in 1992
under FCC dver n that waiver has been extended through
1994. •

b. The addition of the outside directors has proven beneficial,
Ind hal "provided a valuable non-industry perspective to the
BoW decisionlMking process."

2. All pert_ commenting on this i-.. agt ••d that the addition of two
outside directors should be mIldI perr1W*1t. Although GCI went
f\dw' and ...d!NIt NECA IhouId add ttnI outside directors, it did
not provide -.y ,....",s for its proposal. The record does not
support the addition of more tMn two outside directors at this time.

e.

1. The current Boerd size and composition •• working well and there
is no cauM for •~ in repre..ution.

a. The BoWs compoaition hal been fine'y tuned over the last
nine (9)~ to ilflect the dlfiC811 bawa of EC intere.ts on
the NECA Boerd a. it hal .volved.

b. The current structure Illures fair representation of NECA
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members and provides the benefit of outside opinions

(1) Three (3) Subset I directors represent the seven (7)
RBoes.

(2) Three (3) Subset II directors represent twenty-two (22)
companies, which include mid-sized and holding
companies for a number of smaller telephone
companies.

(3) Nine (9) Sub..t III directors represent nine-hundred
thirty-nine (939) div..... companies, which include:
average schedule companies, cost companies,
c:cmp-.,_ that tuwe from I•• than one hundred (100)
line. to upward. of fifty thouund (50,000) line., REA
borrowers and non-REA borrowers, high co.t and low
cost companie., co-ops, investor and family-owned
com~ieI, muniCipatly and tribal-run companies, rural
area companies, and EC. that .erve urban and
suburban areas. •

(4) Two (2) outlicle directors contribute a non-industry
per.pective to the NECA Board.

2. The record does not support a~ in Bo.-d composition. Only
one comment., Ameritech.~ changing the current NECA
Board .ize and composition, by reducing it from sevent.." (17) to
......., (11) ,.".""... Ameriteeh's l1Itionate for this chqe i. faulty
in thet it preeumes that the number of ilIUM before the Board have
~ NduoId~. ImOng oIW thI9. the TrIIIIIc Sensitive Pool
"""""ip h. ctea..... NECA NlS not found this decline in
.... to be the caM. There WM no support for Ameritech'. proposal
from other commenters.

c.~
1. NECA rec:omr1W1dI the edoption of its suggested eligibitity criteria

under whk:h "c:u'lW1t or fomw offtcerI or employees of NECA or any
of its members .. i,*igibIe for outside directorship.," and "outside
directors may not have bulinea relationships, family relationships,
or other int.est. that could interfere with their judgment."
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a. Under NECA's criteria, a pool of outside director candidates
would consist of members of the business, professional,
financial, and academic communities, as well as former
government officials.

b. In the NPRM. the FCC tentatively concluded that the eligibility
criteria proposed by NECA met its objectives.

c. A slight modification from NECA's original language affords
NECA the fI.xibility to consid.r qualified nominees whose
f."i1y relationships would not interfere with their judgment as
an outside director.

2. NECA's eligibility criteria enjoy general industry support.

•. No oppositions to NECA's original criteria or its slight
modification was regist.recl.

b. S.v...., comrnenterl ated th8t NECA should retain Intude
to fine tune eligibility criteria a. needed and recommended
that specific detailed rules Qgl be adopted.

D. 1IIIctIonof~'"TWDII tfgfJct

1. NECA's current nomfnetion R annual election procedure. for all
directors have proven to be -"-dive and ..e consonant with FCC
goa".

2. MECA'. nomination ~ election crit.-ia for sublet and outside
directen render multiple C8ndidat•• and two-y... st8gg8f'8d terms
unneceeaary.

a. DiNdofIhip .*ion for s..el. Iand &.DIet II companies, and
the open nomirt8Iion procell for Sublet III companie. have
IUCCHIfuIly retuIted in dI.,... representation a. well as the
continuity d e~ board members sharing their
knowledge with board newcomers.

b. Interim annual uncontested etections for outside directors
promote smooth progres.ion of board member training and
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reflect uncontested public corporate board elections.

c. Contested outside director elections every three (3) years, or
upon an unforeseen vacancy. produce a balanced board that
combines experience and continuity with ample turnover of
board members.

3. Given the turnover rate of NECA's Board, term limitations are
unnecessary and should not be imposed by the FCC.

a. The FCC did not request term limitations in its NPRM
proposals.

b. The Board's turnover rate, moreover, promotes continuity,
resident expertise, and the influx of new ideas.

c. The NMionat Tellp:,one Cooperetive AllOCiation (NTCA), Bill
Atlantic, and ICORE, Inc. agree with NECA that rMndatory
term Iimitationa are UM8C81Mf'Y .-.d should not be adoptee.
AmeritICh wet the only ccmnIIller to propo.. term Iimit8tions
but provided no r8tionall for such a change. Again
comment.... st8ted th8t procedu.... such .. election and
nominIItion d outIide directors should be left to the discretion
of NECA within the p....met.... it has proposed to the
Commission.

E. ~onCQ;_

In accordance with the FCC's rec:ommendetion, NECA has already placed
outside dnctor. on eech 80Ird COt'I'1fTIttee, including the Common Line and
Trllffic s..itive Committ..s, pursuant to FCC waiver.

F••

Reeponding to the FCC's coram over oamrniIIl structI.I'I and rules, NECA
amenctec:t its by-lews to provide procedurM and requirements for the
appointment and o....ion of eo.d subcommitt..s.
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II. NECA RESPONSIBILITIES UNDER COMMISSION RULES

A. NECA'. OVtr.U R,.pon.ibilltlll

1. NECA's procedures and corporate policies reflect its commitment to
FCC rule compliance.

2. E&Y found that compared to thOl' in place in 1988, NECA had
"significantly entwad the SIIfegu.-ds against potential manipulation
of pooling information. It

3. NECA continu.s to make substantia! efforts to improve cost study
review and validation procedur,s.

a. NECA has instituted manu.1 and mechanized "streamlined"
cost study validations on all of its cost company study are.s.

b. NECA redesigned its v.lidation process as a Cost AnalYli.
Program.

c. NECA reviled and~ the Cost Analysis Procedures in
1992, which ... updated quwterly.

d. Introduction of FOCUMd Cost Study R.views concentrate on
FCC rul. compliance in specific priority subject ..as.

•. NECA has improved its Detailed COlt Study R.view
ProcedurM to vaiidMe the streamlined cost study review
prOCMl and to identify risk ....

f. NECA'I Cost 1__ RtIOlution Procea n.1 been
lUbatnillly~ed since the independent auditor
conducted the ....d. review. The purpose of NECA's
Co.t Is.ues Mlnuel is to provide a source for uniform
trutltent d i-.. in compliance with the Commission's rul.s
and OIan to ....~ settlement. among NECA pool
members. This procell includes the gMhering of data and
circul8ting i.... among the f'I'IIIft>In as well as .arly ref.rral
of issues to the Commis.ion.

4. NECA's handling d COlt study is.u•• g8mered general support from
commenting plrti.s.

6



B. On-lin. Ace••• to NECA Qata I ••••

1. On-lin., dial-up access to NECA's computer based files is
unwarranted and should not be required by the FCC.

2. Access to NECA's computer bas.d files would not be useful since
most of the data is preliminary or estimated.

a. Misunderstandings and inaccuracies would b. created
because the data undergoes continual updates and revisions
until it is finalized.

b. NECA already provides the FCC with USF, network usage,
and tariff cost and demand data on diskette.

c. NECA ha. responded quickly to FCC requests for .'ectronic
or written information.

3. ~ ECs .. not requiNd to provide on-line acceu, and imposing
such a requirement on NECA pool members would be inequitabl. and
., .xtr8Ordirwy~ from est8bfished canier/regulatory agency
arrangements. .

4. Out of sixteen commenterI, only three, AT&T, GCI and ICORE,
voiced support for the FCC's propoul for on-line, dial-up acetA to
NECA's computer b••d ".... NECA hal, in the pest, provided the
Commillion wit111"11 dIIta requir'ed for its review and would continue
to IICCOf1'H1'1Od8 tpeCific ,...... • the CommiAion deems
necetMry. The Commission IhouId not re-writ. its rul•• regarding
colt support data for t.m fiJing8 in this proceeding.

III. S1'RINOTH8tING MICA'S INTiRNAL ItROCIDURIS

NECA responded to the FCC's popoeel by requiring certification of final cost
study data beginning with 1992 studies.
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B. Incentive ComDensation

1. Submission of NECA's current Incentive Compensation Plan (Plan)
should not be required, nor should payments under the Plan be
precluded pending review.

a. The Plan's objectives are firmly linked to compliance with FCC
rules.

b. The Plan does not contain improp« incentives.

c. NECA has alr.ady conformed the Plan to E&Y's
recommendations.

2. An earnings component should be included in the Plan.

a. As acknowledged by Eay, an ..-nings objective relat.s to
m.mber service expectations and is a legitimat. goal for
NECA. •

b. Consistent .., the ElY reoommendetion, NECA substantially
reduced the weight of the .-ningl component.

c. NECA has inltituted additional measures which emphasize
rule compliance in pool reporting and service.

3. NECA has consi....-My~ its comrmment to continued review
of the incentive plan on an annual balis to ens.ute that components
... bIll.need and in line with corporat. and FCC objectives.

~ to .. FCC·s requeIt, NECA hal provided the Commission with a
detailed deecription of its current Cost Study R.view Process.

JUly 20, 1994
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NECA'S 1994 COMPENSATION PLAN

1. NECA's compensation plan, based on similar plans in the telecommunications industry, was
designed with assistance of nationally known consultants.

2. Compensation Plan components include:

• Base salary (fixed)

• Incentive plans (at risk)

Short tenn
Long tenn

3. Incentive plans are designed to reward performance associated with achievement of
corporate objectives. Also to attract and retain people required to manage NECA.

4. Short Tenn Incentive Plan

• "At risk" payout varies based on attainment of NECA objectives including:

Service to member companies
Tariff Filing and Earnings (FCC authorized level)
Role as member resource
Efficiency
Quality
Discretionary (as determined by the NECA Board)

•

•

•

•

Plan is heavily weiJbted toward service and filing of accurate tariffs, with particular
emphasis on conducting all activities with uncompromising integrity in full
compliance with FCC roles.

The earnings component has been de-emphasized from one half of total weighting
at the time of the Ernst & Young Audit to no more than one quarter of total
weighting in 1994. The net effect of this change is that the percent of total
compensation based on earnings for the President and Vice Presidents has been
reduced from a maximum of 20.2~ in 1990 to 6.2~ in 1994.

We were sensitive to Ernst & Young comments. Ernst & Young said earnings were
an appropriate measure of perfonnance. Companies outside the NECA pool incent
their employees to achieve earnings goals.

Plan is designed to ensure compliance with FCC roles, and provides !!Q incentive to
earn in excess of FCC authorized rate of return.
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5. Long Term Incentive Plan ( 1992 - 1994 Performance Cycle)

• "At risk" payout varies based on measurements of the following long term goals:

Maintenance and enhancement of pooling and revenue distribution process.
Value-added services to member companies.
Corporate efficiency
Discretionary (as detennined by the NECA Board)

• Prior to 1992. NECA did not have a Long Term Incentive Plan. The plan has no
earnings component.
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NATIONAL EXCHANGE CARRIER ASSOCIATION

CER11FICADON OF DATA SUPPORTING
COSTS1UDY

!

At, an~ of lbe bel_o.amed company. t hereby certify that I haw: 0"«a11 respoosibllity
1

for the r-tion and submission of information to The National Exchange Carrier

Association (NECA) on behalf of and have the required

authOri~ to execute this certification f::h::=~-:wJcdget infonnation and belief.

tbe attked jnformation is accurate and in compliance with the Federal Communications

comn,+ion (FCC) Rule. and Regulatioos and NECA Pool Administration Proecdu-.

I
I further certify that the attuhed information is based upon financial statements of the

compan~ tbat have been audited by an independent Cenified Public Accountant (CPA) and
I

thalli fillancial statements ha.. been found 10 represent an accurate statement of the

affain or the above-named company.

!

I
Officer's: Signature:

1
Name: I
Title: I

I
1

Date: I
I

I
j
I

5fA April 1994



NECA-IR-HQ

SAC:

N.~ional EllCchanCJ. carrier A.soc1ation, Inc.
Universal serviee Fund

1994 Data Collection FOrm

- SA NAME: REGION:

VII. \c..~!rIa~~IO.
I l

'rhe fertiflca~ion s~ate••nt should be coapl.ted by a corporate
officrer of your COJIPafty or qeneral lIlanager ot it. cooperative
re.~n.ible for the financial affairs as they relate to the
pre~ra~ion and sUbais.ion of the inforaatlon reported in this USF
data 1request. If you enter data elect.ronically usin.; the US,.
Syate., cOIIPlete thi. certification and ..11 it to your NECA
Req1dnal Office atter your data has been Released. or Special
Rele~.ed.

i
I
\ certification
J

i
II a. I of ~ ~ _
I{Title of Certifying Officer) eRa.e of Carrier)

I be~eby certify that I have overall responsibility for the
preparation and sublllssion ot inforaation to National ExchangA
Carrijr Assooiation, Inc. (MECA) on behalf of

and that I aa authorized to execute
fNa.e of Carrier)

this hertiticat.1on. "sees ,...pon ay personal knowledge, or upon
inf0r.+ation provided ~o .. by eaployees or aqe~ts responsible for
tbes'\1pervi.1on of ~h. preparation ot the acoompanyinq <lata., 1
hereby certify that the data hav. been exa.ined and reviewed and
are .1curAtA. co~lAtA And in Aocordance with FCC rUle••

I
s!qnat(ure:

He•• : I
:---..-._--------~--------

Date:

DATA Sl BMISSION TYPE: universal Service Fund
i

PER70D, COVERED! Janpary 1. 1"3 to Decawber 31. 199~

I
I

(
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